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WHITE RIVER SECURITIES, LLC

February 21, 2003

OATH OR AFFIRMATION

We affirm that, to the best of our knowledge and belief, the accompanying statement of financial condition
pertaining to the firm of White River Securities, LLC as of December 31, 2002 is true and correct. We
that neither the Company nor any member, proprietor, principal officer or director has any
interest in any account classified solely as that of a customer.

Y
avid A-_Lidbowitz
Managing Director of White River Securities, LLC
Co-Chief Executive Officer
Co-President

U

Erlikh
M nagmg Director of White River Securities, LLC
-Chief Executive Officer
Co-President

Notary publlc

Subscribed and sworn to me this 27th day of February 2003.

NILDA |. RODRIGUEZ
Notary Public, State of New York
No. 31-4876146

Qualified in New York Coun
Commission Expires Nov. 24,

383 Madison Avenue ® New York, NY 10179  Tel. (212) 272-4499 ¢ Fax: (212) 272-9379
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December 31, 2002
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EERNST& YOUNG & Ernst & Young up & Phone: (212) 773-3000

5 Times Square www.ey.com
New York, New York 10036-6530

Report of Independent Auditors

The Managing Member of
White River Securities, LLC

We have audited the accompanying statement of financial condition of White River
Securities, LLC (the “Company”) as of December 31, 2002. This statement of financial
condition is the responsibility of the Company’s management. Our responsibility is to
express an opinion on this statement of financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the statement of financial condition is free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the statement of financial condition. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall presentation of the statement of financial condition. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all
material respects, the financial position of White River Securities, LLC at December 31,
2002 in conformity with accounting principles generally accepted in the United States.

émt ¥ LLP

February 21, 2003

A Member Practice of Ernst & Young Global 1



White River Securities, LLC

Statement of Financial Condition

December 31, 2002

Assets

Cash and cash equivalents
Securities owned, at market value
Due from brokers and dealers
Dividends and interest receivable
Other assets

Total assets

Liabilities and member’s equity

Securities sold; but not yet purchased, at market value
Due to brokers and dealers

Dividends and interest payable

Accrued expenses and other liabilities

Total liabilities

Member’s equity
Total liabilities and member’s equity

See accompanying notes.

$ 1,558
694,321,977
318,713,754

1,572,601
11,859

$1,014,621,749

$ 379,435,463
671,600
761,067
383,916

381,252,046

633,369,703

$ 1,014,621,749




White River Securities, LLC
Notes to Statement of Financial Condition

December 31, 2002

1. Organization and Nature of Business

White River Securities, LLC (the “Company’’) was formed as a limited liability company
under the laws of the State of Delaware on December 16, 1998. Daley Capital, LLC is the
sole member of the Company (“Daley”). White River Global Fund Management, Inc. (a
Delaware corporation) is the managing member (“Managing Member”) of Daley and is a
wholly owned subsidiary of The Bear Stearns Companies Inc. (a Delaware corporation).
Bear Stearns Global Convertible Fund, LLC and Bear Stearns Global Convertible Offshore
Fund, Ltd. (the “Feeder Funds”) together own all of the non-managing member interests in
the Company through Daley. The Managing Member does not receive an advisory fee from
the Company, as such fees are charged to, and paid by the Feeder Funds.

The Company was formed for the purpose of trading in securities and acting as a registered
broker-dealer under the Securities Exchange Act of 1934. The Company is a member of the
National Association of Securities Dealers, Inc. and is a full member of the American Stock
Exchange, Inc. ‘

The Company shall continue until December 31, 2028, unless dissolved before such date in
accordance with the Limited Liability Company Act of the State of Delaware or by the
election of the Managing Member.

2. Summary of Significant Accounting Policies

The Company’s financial statements are prepared in accordance with accounting principles
generally accepted in the United States, which requires management to make estimates and
assumptions that affect the reported amounts in the financial statements and accompanying
notes. Actual results could differ from those estimates.

Securities transactions and the related revenues and expenses are recorded on a trade-date
basis. Securities owned and securities sold, but not yet purchased, are valued at market value.
Dividend income and expense are recorded on the ex-dividend date net of withholding taxes,
and interest income and expense are recognized on the accrual basis.

The Company considers all highly liquid investments with original maturities of less than
three months to be cash equivalents



White River Securities, LLC

Notes to Statement of Financial Condition (continued)

December 31, 2002

2. Summary of Significant Accounting Policies (continued)

The Company values its securities owned and securities sold, but not yet purchased listed on
any national or globally established securities exchange at the last sale price for that day or, if
the security did not trade on such day, at the last sale price on the preceding day in which a
sale price is reported. Securities traded in the over-the-counter market are valued at the mid
price between the highest bid and the lowest asked price on the inside market. If market
quotations are not readily available, the valuation of such securities and instruments are
recorded on a consistent basis at fair value as determined by management, in good faith.
Derivative contracts, which include options, forward currency contracts and swaps are valued
using quoted market prices when available, and otherwise, at fair value based on pricing
models.

In the normal course of its business, the Company engages in buying and selling securities

denominated in foreign currencies. The Company enters into foreign currency exchange
contracts to minimize the risk of foreign currency fluctuations. Foreign currency assets and
liabilities are valued at the current spot rate. Foreign exchange contracts are valued at the
forward rate to maturity.

The fair value of the Company’s assets and liabilities which qualify as financial instruments
under Statement of Financial Accounting Standards No. 107 Disclosures about Fair Value of
Financial Instruments, approximates the carrying amounts presented in the statement of
financial condition.

3. Related Party Transactions

Due from brokers and dealers includes a net receivable from the clearing broker, Bear -
Stearns Securities Corp. (“BSSC”), of $314,469,171 related to the Company’s proprietary
trading activity. As this amount is short-term in nature, its carrying amount is a reasonable
estimate of fair value. .

4. Income Taxes
No provision for federal, state and local income taxes has been included in the accompanying

financial statements, as the member is responsible for reporting income or loss based on its
respective share of revenues and expenses of the Company.



White River Securities, LLC

Notes to Statement of Financial Condition (continued)

December 31, 2002

5. Due from and Due to Brokers and Dealers

The components of due from and due to brokers and dealers as of December 31, 2002 are as

follows:

Due from brokers and dealers:
Clearing broker
Other

Due to brokers and dealers:
Other

$ 314,469,171
4,244,583
$ 318,713,754

$ 671,600

As these amounts are short-term in nature, their carrying amounts are a reasonable estimate

of fair value.

Due from brokers is primarily related to proceeds from securities sold, but not yet purchased
and cash collateral on derivative transactions; its use is therefore restricted until the securities
are purchased and the derivative contracts are closed. Securities sold, but not yet purchased
are collateralized by certain of the Company’s securities owned. Margin debit balances are
collateralized by certain of the Company’s securities and cash held by the brokers. Margin
interest is paid based on the Federal Funds Rate.

6. Securities Owned and Securities Sold, But Not Yet Purchased

Details of securities owned and securities sold, but not yet purchased, at December 31, 2002,

are as follows:

Common stock
Preferred stock
Corporate debt
Other

Securities Securities Sold, But
Owned, at Not Yet Purchased,

Market Value at Market Value

$ 519,343 $ 346,209,192

393,275,022 202,356
299,620,213 32,396,771
907,399 627,144

$ 694,321,977 $ 379,435,463




White River Securities, LLC

Notes to Statement of Financial Condition (continued)

December 31, 2002

7. Net Capital Requirements

The Company is subject to SEC Rule 15¢3-1, which requires that the Company maintain
minimum net capital, as defined under the basic method, equal to the greater of $100,000 or
6-2/3% of total aggregate indebtedness balances, as defined. At December 31, 2002, the
Company’s net capital under SEC Rule 15c¢3-1 was $508.8 million and its net capital in

- excess of the minimum required was $508.7 million. Capital withdrawals are subject to

certain restrictions and requirements as defined in SEC Rule 15¢3-1.

As the Company does not carry customer accounts, it is exempt from the Securities and
Exchange Commission’s (“SEC”) Rule 15¢3-3 pursuant to provision (k)(2)(ii) of such rule.

Proprietary accounts held at the clearing broker (“PAIB assets™) are considered allowable
assets in the computation pursuant to an agreement between the Company and the clearing
broker that requires, among other things, for the clearing broker to perform a computation for
PAIB assets similar to the customer reserve computation set forth in SEC Rule 15¢3-3.

8. Financial Instruments with Off-Balance Sheet Risk and Concentrations on Credit
Risk

In the normal course of business, the Company enters into various debt and equity
transactions as principal. The execution, settlement and financing of these transactions may
result in off-balance sheet risk or concentrations of credit risk.

The Company’s principal trading activities are primarily with brokers and other financial
institutions located in North America, Europe, and Asia. All securities transactions of the
Company are cleared by BSSC pursuant to customer agreements. At December 31, 2002
substantially all securities owned and balances due from brokers and dealers are positions
with and amounts due from these brokers. The Company had substantially all its individual
counterparty concentrations with these brokers and their affiliates.

The Company is subject to the risk of restriction being imposed by foreign governments on
the repatriation of cash and to political or economic uncertainties.



White River Securities, LLC

Notes to Statement of Financial Condition (continued)

December 31, 2002

8. Financial Instruments with Off-Balance Sheet Risk and Concentrations of Credit
Risk (continued)

Securities sold, but not yet purchased are recorded as liabilities on the statement of financial
condition and have market risk to the extent that the Company may have to purchase the
securities at a higher value than that recorded in the statement of financial condition.

In the normal course of its operations, the Company enters into various contractual
commitments involving forward settlements. These include financial futures contracts,
forward contracts, options contracts and swap contracts. Generally, these financial
instruments represent future commitments to purchase or sell other financial instruments at
specific terms at specific future dates.

The contract amounts of futures, forward, and swap contracts do not represent the
Company’s risk of loss due to counterparty nonperformance. The Company’s exposure to
credit risk associated with counterparty nonperformance on futures, forwards and swap
contracts is limited to the unrealized gains inherent in such contracts which are recognized in
due from brokers in the statement of financial condition. The settlement of these transactions
1s not expected to have a material effect upon the Company’s financial condition. It 1s the
policy of the Company to enter into master netting agreements, which provide the right of
off-set, with such counterparties.

The Company uses forward foreign currency exchange contracts to hedge against the effects
of adverse movements in foreign currency exchange rates on security positions. Because a
forward exchange contract effectively fixes the exchange rate between two currencies at a
future date, it allows the Company to avoid the risk that a gain on a sale of a non-U.S.
denominated security will be reduced or eliminated by an adverse change in exchange rates.
However, at the same time the Company gives up the potential gain that might be achieved
should exchange rates move favorably.
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White River Securities, LLC
Notes to Statement of Financial Condition (continued)

December 31, 2002

8. Financial Instruments with Off-Balance Sheet Risk and Concentrations of Credit
Risk (continued)

Swap transactions and other contractual commitments involving future settlement give rise to
market risk, which represents the potential loss that can be caused by a change in the market
value of a particular instrument. The Company monitors and manages its exposure to market
risk. The Company’s exposure to market risk is determined by a number of factors, including
the size, composition and diversification of positions held, the absolute and relative levels of
interest rates and market volatility. For instruments such as options, the time period in which
the options can be exercised and the relationship between the current market price of the
underlying instrument and the option’s contractual strike or exercise price also affect the
level of market risk.

The fair value of derivative instruments generally reflects the estimated amounts that the
Company would receive or pay to terminate the contracts at the reporting date, thereby taking
into account the current unrealized gains or losses of open contracts. ‘

At December 31, 2002, the fair values of derivative instruments included in securities owned,
due from brokers and dealers, securities sold, but not yet purchased and due to brokers and
dealers included in the statement of financial condition are as follows:

Assets Liabilities
Financial futures contracts $ - $5,024,510
Equity option contracts 108,562 627,144
Forward currency contracts 31,050 400,765
Swap agreements 3,981,435 671,600

9. Subsequent Events

Through February 21, 2003, there were additional capital contributions to and withdrawals
from the Company of approximately $2,894,000 and $134,220,000, respectively.



